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REPORT  OF  THE  COMMITTEE  ON  RAILROAD  TAXES  AND  PLANS 

FOR  ASCERTAINING  FAIR  VALUATION  OF 
RAILROAD  PROPERTY. 

John  M.  Eshleman  of  California,  Chairman. 

MiM)  R.  Maltbib  of  New  York,  First  District 

Halford  Erickson  of  Wisconsin. 

Lawton  H.  Hemans  of  Michigan. 

Arthur  A.  Lewis  of  Washington. 

Georre  a.  Hbnshaw  of  Oklahoma. 

FiiED  J.  MacLeod  of  Massachnsctts. 

The  Executive  Committee  of  this  Association  requested  yonr 
Committee  to  report  on  the  work  done  during  the  year  by  the  In- 
terstate  Commerce  Commission  in  its  valuation  of  railroads. 
While  some  of  the  matters  covered  hei-dn  may  likewise  be  cover- 
ed by  the  special  Committee  on  physical  valnation,  stall  it  Baa 
been  thonght  advisable  to  go  as  fully  as  possible  into  the  work  of 
the  Interstate  Commerce  Commission  mostly  by  way  of  review 
in  order  that  the  status  of  this  work  mi^t  be  presented. 

Necessarily  many  of  the  matters  herein  discussed  are  querttona 
of  engineering,  and  tiie  Committee  acknowledges  its  indebtedness 
to  the  Engineering  Department  of  the  RaUroad  Commission  of 
California,  and  particularly  to  Mr.  Richard  Sachse,  Acting 
Chief  Engineer  of  that  Commission,  for  assistance  in  the  analy- 
sis of  the  varions  forms  adopted  by  the  Division  of  Valuation  of 
the  Interstate  Commerce  Commission. 

Since  April  Uth,  when  the  Division  of  Valuation  was  organ- 
ized  a«  a  part  of  the  Interstate  Commerce  Commission,  this  di- 
vision has  taken  the  following  important  st^ps  in  getting  the 
work  of  valuation  under  way: 

(1)  The  organization  in  May,  1913.  of  a  Board  of  Engineers. 

THB  ISSUANCE  »  :  ■  J, 

(2)  Valuation  Circufeir  No.  1.  containing  instructions  as  to  the  oreUnunary  work 

to  be  done  by  carriers. 

[f)  vSon  Orde°/  No  1.  ?n  r  subject  of  "Abandoned  Property." 

it    VaEfoS  Order  No.  3.%egulations  to^«^*™  ^'.'^rScS^tSSS'ol 
of  all  extensions  or  improvements  or  other  changes  in  physical  property  of 

(6)  vXtiroSefNa  4.  on  the  subject  of  the  Inventory  of  Material  and 

(7)  Fil-^sf  tentative  draft  of  instructions  for  road  and  track  fidd  parties. 

(8)  First  tentative  draft  of  instructions  for  bmlding  field  partoes. 
(<))  First  tentative  draft  of  instructions  for  bridge  held  parties. 

(10)  Classification  of  investment  in  road  and  equipment  of  steam  roads 
(U)  Fom?  Nos.  7  and  8  and  10  to  50.  inclusive,  being  appraisal  and  inventory 
iwm  according  to  the  L  C.  C  Classification  of  Accounts,  as  follows: 
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D.  V.  Form  No.  7-^<kneral  blanket  fona--iiot  applicable  to  any  particular 

account. 

**       *     "  8— General  blanket  forair-*^  applicaUe  to  any  particular 

account. 

"        **      **  10  to  16,  inclusive— covering  1.  C  C.  Acct.  No  2,  Land  fo* 

Transportation  Purposes. 
17— Summary  sheet  of  L  C  C  Accounts  1  to  77,  inclusive. 
"  18—1.  C  C  Account  No.  1— Engineering. 
"  19—1.  C.  C.  Account  No.  a— Grading. 
**  20 — I.  C  C.  Account  No.  5 — Tunnels  and  Subways. 
"  21—1.  C.  C.  Account  No.  6— Bridges,  Trestles  and  Culverts- 
metal  bridges  and  combination  trusses. 
"  28—1.  C.  C.  Account  No.  6— Bridges,  Trestles  and  Culverts- 
masonry  culverts. 
"  2^1.  C  C.  Account  No.  &— Bridges,  Tresdes  and  Culverts- 
pile  and  frame  trestles. 
•*  24—1.  C.  C.  Account  No.  6— Bridges,  Trestles  and  Culverts- 
pile  and  timber  culverts. 
"  2&-I.  C  C  Account  No.  8— Tics. 

26—1.  C.  C.  Account  No.  9— Rails. 
"  27—1.  C  C.  Account  No.  10— Other  Trade  Material,  frogs^ 
switches  and  crossings. 

28—  1.  C.  C  Account  No.  10— Other  Track  Material,  splice 
bars,  spikes,  bolts,  tie  plates,  etc 

29—  1.  C.  C  Account  No.  ll^Ballast. 
"  30—1.  C.  C  Account  No.  12— Track  laying  and  surfadM. 

31-1.  C.  C.  Account  No.  13— Right  of  Way  Fences. 
•*  32—1.  C.  C.  Account  No.  14— Saow  and  sand  fences  and 
snow  sheds. 

**  33 — 1.  C.  C  Account  No.  15— Crossings  and  Signs— grade 
crossings. 

**  34—1.  C  C  Account  No.  15— Crossings  and  Signs — over- 
grade  and  under  grade  crossings 
"  35—1.  C.  C.  Account  No.  15— Crossings  and  Signs— signs. 

36—  1.  C.  C.  Account  No.  16— Station  and  Office  Buildinss. 

37—  L  C.  C.  Account  No.  17— Roadwav  Bldgs 
"  3»— I.  C  C  Account  No.  IS—Water  Stations. 

39-1.  C.  C  Account  No.  19-Fuel  Stations. 
4ft— I.  C  C.  Account  Na  27~Signa]$  and  Interlodcers-Hii- 
terlockers. 

"      "  41—1.  C.  C.  Account  No.  44— Shop  Machinery. 

**  42— L  C.  C.  Account  No.  51— Steam  Locomotives. 


«C  «<  « 

«  49 


M  4* 


44  U 

44  94 

99  44  44 

44  44 

99  an 


44 


•*        •«      «  43_i,  £  Q  Account  No.  52— Other  LocomoTiveT 
u  ^  ^  Account  No.  S^Freight  Train  Cars. 


44  U 
44  t4 


49  44 
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45—1.  C.  C.  Account  No.  54— Passenger  Train  Cars. 
«      «  lf~T  n  n  ^^'^o""*  -^o-  55-Motor  Equipment  of  Car*. 
«      u  Jo ~T  ^'^count  No.  56— Floating  Equipment. 

«      «  ?:  ^  Recount  No.  57— A\  ork-  Equipment— Car? 

49—1.  C.  C.  Account  No.  57— Work  Equipment  — Miscella- 
^  neous  land  equipment 

"  50—1.  C.  C.  Account  No.  57— Work  Equipment  —  floating 
work  equiinnent,  derricks,  dredges,  pile  drivers, 
etc 

(12)  The  organization  airf  putting  out  of  field  parties  and  the  starting  of  actual 
survey  work  in  the  field  on  the  following  railroads- 
Norfolk  Southern  Railroad  Company, 
Atlanta.  Birmingham  &  Atlantic  Railroad  Ox, 
Kansas  City  Southern  Railway  Company, 
New  Orleans.  Texas  &  Mexico  Railroad  Company, 
Texas  Midland  Railroad  Company, 
The  San  Fedro^  Los  Angeles  &  Salt  Lake  R.  R.  Co, 
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It  is  the  expressed  intention  of  the  Government  to  survey  this 
year  tlie  following  roads : 

Boston  &  Maine  Railroad  Company, 

A  portion  of  the  Cleveland.  Cincinnati,  Chicago  &  St  Louis  Railw^r  CooipMli^ 

Chicago  &  Elastem  Illinois  Railroad  Company, 
Elgin,  Joliet  &  Eastern  Railway  Company, 
Central  of  Georgia  Railroad  Company, 

Chicago  &  Northwestern  Railway  Company  (Soudi  from  Peoria), 
Great  Northern  Railway  Company  (bru^bes  ill  Nordi  Dakota), 
Western  Pacific  Railway  Conpaay. 

It  is  also  suggested  that  the  following  roads  may  also  be  ta^ 

up  this  year: 

New  York,  New  Haven  &  Hartford  Railroad  Co,, 

Philadelphia,  Baltimore  &  Washington  R.  R.  Co^ 

Pittsburg  ft  Lake  Erie  Railroad  Company, 

Minneapolis,  St.  Paul  &  Sault  Ste.  Marie  Railway  Company, 

ChicagOb  Milwaukee  ft  St.  1^1  Railway  Company  (Pnget  Sound  portion). 

From  the  list  of  orders  and  instractions  issued  it  will  appear 

that  the  Interstate  Commerce  Commission  thus  far  has  confined 
itself  almost  exclusively  to  the  organization  of  what  mi^t  be 
called  the  technique  <rf  tius  woric  No  final  deeiisdons  as  to  its 
attitude  on  questions  of  principal  have  yet  been  announced.  The 
unearned  increment,  going  concern  value,  good  will,  develop- 
ment cost,  abandoned  property,  depreciation,  actual  cost  as  op- 
posed to  book  charges,  operative  and  non^operadve  property,  thB 
<*railroad  value*'  of  rights  of  way,  are  hut  a  few  of  the  things  as 
yet  unsettled.  Neither  has  the  Commission  as  yet  laid  down  any 
definitions  of  the  terms  "origiiMd  cost  to  date,''  "cost  of  r^roduc- 
tion  new/'  and  ^cost  ot  r^roduction  less  depreciation."  These 
are  prohablv  the  three  most  important  elements  upon  which  the 
engineers  will  bo  required  to  find  and  they  are  all  required  to  be 
listed  on  the  Commission's  valuation,  forms.  It  would  seem  that 
confusion  will  inevitably  result  unless  clear  cut  d^nitions  of 
these  terms,  which  shall  be  uniform  in  all  cases,  shall  be  laid 
down.  Different  carriers  and  different  appraisers  place  widely 
different  interpretations  on  ihe  meaning  of  these  terms. 

Likewise,  it  must  be  apparent  that  at  least  some  of  these  ques- 
tions cannot  finally  be  answered  by  engineers,  appraisers  and  ac- 
countants enga^^  in  the  valuation  work,  as  they  are  essentially 
composits  and  result  from  the  exercise  of  judgment  on  the  part 
of  those  authorized  by  law  finally  to  decide.  Thus  it  is  certainly 
true  that  the  Commission,  and  perhaps  finally  the  courts,  will  be 
called  u|MMi  to  is  tibe  proper  definition  of  many  of  these  terms. 


4 


Prdimiiiaiy  to  our  discussion  of  the  various  details  of  the  work 
of  the  Diyincm  of  Valuation  during  the  year,  it  is  well  for  us  to 
point  out  thai  a  great  difficulty  is  encountei-ed  at  ihe  very  ont^ 
set  by  reason  of  the  fact  that  these  terms  have  not  been  defined. 
However,  this  shonld  not  interfere  with  the  assembling  of  phys- 
ical data,  the  eristence  of  which  is  unaffected  by  opinions  either 
of  engineers  or  commissions.  What  portion  of  the  value  of  a 
railroad  shall  be  ascribed  to  the  dirt  in  a  fill  does  not  affect  the 
number  of  yards  of  dirt  and  other  material  in  such  filL 

Some  of  these  important  matters  wiil  be  further  discussed  after 
we  have  taken  up  seriatim  and  analyzed  the  steps  taken  by  the 
Comioission. 

1.  Oboancsation  of  thb  BoiJn>  of  ENOiMfim. 

Five  engineers  were  appointed  by  the  Commission  to  take 
charge  of  this  work  under  a  director  of  valuation,  the  Honorable 
Ohailes  A.  Prouty.  The  Nation  is  divided  into  five  valuation  dis- 
tricts and  one  of  the  five  engineers  in  charge  of  the  valuation  as- 
signed to  each. 

The  states  of  Maine,  New  Hampshire,  Vermont,  Massachu- 
setts, Connecticut,  Bhode  Island,  Pennsylvania,  Maryland,  New 
Jersey,  Delaware,  Virginia,  West  Virginia  and  North  Carolina 
are  included  in  District  No.  1,  presided  over  by  Mr.  E.  F.  Wendt, 
with  headquarters  at  Washington. 

The  states  of  Ohio,  Indiana,  Kentucky,  Tennessee,  South 
Carolina,  Georgia,  Alabama,  Mississippi  and  Florida  are  includ- 
ed in  District  No.  2,  presided  over  by  Mr,  H.  M.  Jones  with  head- 
quarters at  Chattanoi^. 

The  states  of  Michigan,  Wisconsin,  Minnesota,  Iowa,  IlUpois, 
Arkansas  and  Louisiana  are  included  in  District  No.  3,  presided 
over  bxMr.  W.  D.  Pence  with  headquarters  at  Chicago. 

The  states  of  North  Dakota,  South  Dakota,  Nebraska,  Col- 
orado, Kansas,  Missouri,  Oklahoma  and  Texas  are  ihelnded  in 
District  No.  4,  presided  over  by  Mr.  J.  S.  Worley  with  head- 
quarters at  Kansas  City. 

TkuR  remainder  of  the  Nation,  including  the  states  of  Montana, 
Wyoming,  Idaho,  Nevada,  Utah,  New  Mexico,  Arixona,  Washinpr- 

ton,  Oregon  and  California,  is  included  in  District  No.  5,  presid- 
ed over  by  Mr.  B.  A.  Thompson  with  headquarters  in  San  Fran- 
■dseo. 
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Working  in  accordance  with  a  resolution  of  this  Association 
passed  at  the  last  session,  an  advisory  committee  representing 
the  states  has  been  selected  as  follows : 

DUtrict  No.  1.   F.  G.  MacLeod,  Massadiusetts. 

E.  C.  Niles,  New  Hampshire. 
M.  B.  Maltbie,  New  York. 

DUtrict  No.  2.   R.  H.  Burr,  Florida. 

C.  M.  Candler,  Georgia. 
B.  W.  Doty,  Ohio. 

Bigtriet  No,  3.   Clifford  Thome,  Iowa. 

I^wton  T.  Hemans,  Michigan. 

Halford  Erickson,  Wisconsin. 

District  No.  i    W.  D.  Williams,  Texas. 

J.  M.  Atkinson,  Missouri. 
Geo.  A.  Henshaw,  Oklahoma, 

Distii^  No.  5.   John  M.  Eshleman,  CaUfomia. 

H.  P.  Bartine,  Nevada. 
Clyde  B.  Aitchison,  Oregon. 

2.  Valuation  cibculae  number  1. 

INSTRUCTIONS  AS  TO  PMBUMINAIY  WOEK  TO  BB  DONB  BY  OAmilS. 

The  ostensible  purpose  of  this  circular  was  to  explain  to  the 
carriers  what  the  Commission  intends  them  to  do  in  preparing 
their  part  of  the  work  of  valuation,  especiaUy  cwicerning  the 
assembling  of  maps,  profiles  and  other  valuation  data.  Bailroads 
with  a  gross  income  not  exceeding  1100,000  annually  are  excused 
from  preparing  the  information  required  by  this  circular.  It 
would  soem  that  the  issuance  of  this  circular  shonld  much  fwal- 
itate  the  preliminary  work  of  the  valuation  corps. 

3.  SraciPiCAisoNS  FOB  Maps  and  Pbopilbs. 

This  so-called  map  order  was  the  first  specific  order  issued  by 
the  Commiwiou  and  was  sent  to  the  carriers  in  January,  1914, 
to  l)ecome  effective  February  1,  1914.  ^      «i  ^ 

The  order  preserilies  specifications  for  maps  and  profiles  and 
in  an  appendix  gives  oxamplos  of  ri-hts  of  way  maps,  profiles 
and  station  plate  in  the  form  desired  by  the  Commission. 
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This  ordei'  led  to  a  serious  dilfereuce  of  opiuiou  between  the 
Qovernment  and  the  canietVy  and  it  is  worthy  to  be  noted  that 
the  carriers  maintained  most  of  their  contcnticms. 

Prior  to  the  issuance  of  the  map  order  of  Februaiy  1,  1914,  the 
Gk>verument  on  August  1, 1913,  had  issued  a  tentative  map  order 
which  led  to  a  number  of  hearings  and  diseuasdlons  and  resulted 
in  the  specific  order  here  discussed.  The  diseussions  made  it 
clear  that  much  field  work  on  the  part  of  the  railroad  companies 
would  be  avoided  if  the  Government  would  furnish  copies  of  its 
own  field  notes  to  the  railroad  companies.  These  companies  in 
turn  agree  to  furnish  to  the  Government  blue  prints  of  their  ex- 
isting maps,  marking  thereon  appropriate  locations  of  structures 
of  more  recent  constrnetion. 

Tbo  part  of  the  order  prescribing  that  all  maps  and  proflles 
shall  Im?  made  hy  hand  or  by  a  litho<]Taphic  process,  approved  by 
the  Commission,  on  tlie  lK»st  .urade  of  tracini;  cloth  provoked  most 
of  the  opposition  of  th«  carriers.  It  was  maintained  that  such 
a  requirement  would  result  in  an  enormous  expenditure  by  the 
railroad  companies  and  that  the  Government  should  be  satisfied 
with  hlue  prints  or  negatives  from  which  white  prints  could  be 
made  at  any  time.  It  cannot  he  determined  from  the  records 
available  to  your  Committee  whether  or  not  the  Government  has 
receded  from  its  oi-itriual  demands  in  this  regard.  It  seems  clear 
to  ns.  however,  that  for  permanent  records  tracing  cloth  only 
should  he  considered  the  proper  material.  It  is  nnhormly  re- 
ported by  engineers  that  blue  prints  and  neijatives  not  only  de- 
teriorate rapidly  but  are  quite  unsatisfactory  for  reproduction 
purposes;  furthermore,  it  is  impossible  to  note  thereon  the  con- 
stantly occurring  changes  that  must  he  recorded. 

Maps,  profiles  and  plans  are  the  very  foundation  upon  which 
each  appraisal  of  the  physical  property  of  a  railroad  must  neces- 
sarily restv  No  effort  within  reason  should  lie  spared  to  make 
such  records  reliable  and  permanent,  and  it  is  our  opinion  that 
anything  less  than  the  specifications  prescribed  by  the  Govern- 
ment in  its  map  order  of  February  1,  1914,  will  be  very  detri- 
mental and  will  largely  defeat  the  object  sought  to  be  obtained. 

4.  Valuation  Obdbii  NuMmtE  2. 

ABANDONED  PROPERTY. 

It  is  sometimes  contended  by  the  carriers  that  abandoned  prop- 
erty is  property  which  the  carrier  no  longer  owns  or  as  to  which 
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it  no  longer  claims  ownership.   It  is  not  our  understanding  that 
it  is  the  intenUon  of  the  Interstate  Gonunerce  Commission  to 
have  the  definition  so  limited.  Abandoned  property  consists  of 
property  withdrawn  or  retired  from  service.   A  building  owned 
by  a  carrier  and  standing  upon  land  owned  by  the  same  carrier, 
and  once  used  in  its  transportation  business  by  the  carrier,  is 
abandoned  if  it  is  no  longer  in  use  for  t«insportati<m  purposes 
or  purposes  incidental  thereto.    Operative  property  which  has 
become  non-operative  by  reason  of  disuse  properly  should  be  con- 
sidered abandoned  property,  for  it  certainly  is  abandoned  for  the 
purposes  for  which  the  carrier  is  chartered.  It  makes  Teiy  Uttle 
difference,  however,  if  definitions  are  carefully  made,  and  if  it 
is  known  Jnst  what  is  meant  by  the  term  "abandoned  property' 
no  confusion  will  result.   But  if  the  definition  of  this  term  is 
left  to  the  discretion  of  the  engineer  making  the  appraisal  of 
the  company  of  course  much  confusion  will  arise.   The  final  val- 
uation of  a'pw>P«rtT  of  a  carrier,  in  our  opinion,  unquestionably 
should  not  include' property  which  is  non-operative  unless  it  is 
necessarilv  held  for  operative  purposes  in  the  immediate  fotnre. 
It  is  our  belief  that  careful  descriptions  should  be  required  by 
the  Commission  of  all  property  of  a  doubtful  status  so  that  the 
Commission  can  determine  whether  such  proneriy  should  be  in- 
cluded in  the  final  valuation  figures,  and  a  determination  of  this 
onesHon  he  not  left  to  the  individual  opinions  of  different  en- 
crineers  who  in  one  case  might  make  one  disposal  and  in  a  like 
case  make  a  different  disnosal  of  property  similarly  affected. 
5.  Valuati«n  Owwr  NuMBia  3.   Bbgulations  to  Govern  the 

REPOKTING  and  RBCOaOINO  OP  ALL  £XTBM8IONS  OR  IM- 
PROVEMENTS OR  Other  Changes  in  thb  Phys- 
ical Property  op  Every  Common  Carrier. 

It  is  the  intent  of  Valuation  Order  No.  S  to  prescribe  tie 
methods  of  reporting  and  recording  in  a  uniform  way  the  exten- 
sions, improvements  and  other  changes,  including  acquirements 
of  physical  property,  with  special  rrference  to  the  valoaUon  now 
being  made. 

The  r^ilatiohs  included  in  this  order  were  adopted  by  the 
Commission  after  discussion  with  the  carriers  and  several  state 
commissions.  We  believe  that  these  regulations  are  complete 
and  necessary  and  will  serve  a  very  useful  purpose. 

The  order  that  each  extension  or  improvement  or  other  change 
in  the  property  of  a  common  carrier  shall  l»e  covered  by  author- 
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ity  issued  by  an  executive  oi  other  responsible  officer  of  the  car- 
rier seems  especially  important,  as  is  the  requirement  that  de- 
tailed cost  records  with  unit  analyses  shall  be  kept  The  ordor 
does  not  require  addition  and  betterment  reports  for  any  rail- 
road for  which  the  Government  has  not  started  the  valuation 
work  daring  the  preceding  year;  but  all  companies  will  be  re- 
quired to  keep  their  records  of  addition  and  betterment  W(H*k  and 
have  extensions  in  such  shape  as  will  permit  of  the  ascertain- 
ment of  such  information  desired  as  to  unit  costs.  We  under- 
stand that  there  is  still  considerable  opposition  on  the  part  of 
the  carriers  to  those  regnlations,  bnt  we  do  not  beliere  this  order 
should  be  modified. 

6.  Valuahon  Obi>ee  Number  4.  Invbntoey  of  Matbbials 

ANI*  StIPPUBS. 

This  order  provides  for  the  making  of  an  inventory  of  all  ma- 
terials and  supplies  as  of  June  30th  of  each  year,  teginning  with 
June  30,  1914. 

This  order  has  likewise  been  objected  to  by  the  carriers,  al- 
though wc  do  not  understand  the  ground  for  sucli  objection  as  it 
is  almost  a  unirersal  practice  to  make  snch  inventory  at  the  end 
of  each  fiscal  yeor.  Snch  an  inventory  will  save  the  engineer 
making  a  valuation  much  field  work  and  avoid  the  omission  or 
duplicatiou  of  many  small  items  of  property  carried  in  stock  and 
stored  in  material  yards. 

7.  First  Tentative  Draft  op  Instructions  for  Eoadway  and 

T&ACK  Field  Parties. 

In  our  opitti<m  these  instructions  are  the  most  important  of 

any  yet  issued  by  the  Commission.  They  were  the  subject  of 
much  correspondence,  prior  to  their  issuance,  between  the  Com- 
mission, the  carriers  and  the  state  commissions.  The  instruc- 
tions appear  to  be  sufBciently  broad  in  general  to  allow  of  a  cer- 
tain latitude  in  their  interpretation  which  is  desirable. 

A  numl>er  of  subjects,  however,  are  not  touched  upon  in  the 
instructions,  the  handling  of  which  by  the  field  parties  will  be  of 
considerable  iniiiortancc  in  the  final  result  of  valuation.  The 
more  important  we  think  it  wise  to  call  to  the  attention  of  the 
Association. 
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a.  NoN-oP£BATiyB  Pbopekty. 

This  has  already  been  discussed  with  T^&emee  to  abandoned 

property,  but  we  think  that  careful  details  should  be  made  by 
the  engineers  as  to  all  property  not  actually  used  or  necessary 
in  the  optnJdaa  of  the  railroad.  Field  parties  should  be  in- 
structed to  enumerate  and  list  such  property  with  a  care- 
ful description  of  its  status.  > 

^.  DBPlBdAXiON 

This  subject,  which  of  course  is  of  great  importance,  is  only 
veryr  slightly  touched  upon  in  the  instructions.  It  is  our  under- 
standini;  that  the  final  determination  as  to  the  depreciated  value 
of  the  carriers*  property  wiU  net  be  left  lor  the  decision  of  the 

field  parties. 

In  face  of  the  strong  contention  made  by  many  railroads  to 
tiie  effect  that  there  is  no  snch  thing  as  depreciated  value  and 
that  the  present  value  of  ^e  physical  property  equals  100%  of 
the  reproduction  cost  new,  we  should  be  very  careful  in  treat- 
ing this  subject.  It  would  seem  essential  tiiat  the  engineers  in 
the  field  should  note  in  their  field  books  and  records  the  eoncD.- 
tion  of  all  items  inventoried  and  that  definite  rules  should  be 
given  for  estimating  depreciation.  The  age  of  the  various  units 
diould  be  determined  from  the  records  and  not  estimated  from 
inspedion.  "While  defHredation  cannot  be  determined  solely 
from  the  age  of  the  units  involved,  yet  this  has  an  important  bear- 
ing and  should  be  noted  together  with  the  actual  condition  so 
far  as  the  one  inspecting  can  determine.  The  condition  as  ac- 
tually found  in  the  field  should  always  be  noted  and  used  as  % 
chieck  against  office  records. 

The  instructions  that  the  assistant  field  engineer  shall  make 
notes  showing  ''the  repairs  necessary  to  stmctureie^'  seems  to  us 
to  be  practically  valueless.  Kot  only  would  intelligent  com- 
pliance with  the  order  demand  a  great  deal  of  time  and  labor,  but 
the  result  would  be  dependent  to  an  unusually  large  degree  on 
^e  indindual  opinion,  knowledfse  and  experience  of  the  in- 
spector. 

The  same  is  true  to  a  like  degree  in  respect  to  the  general  in- 
struction that  assistant  field  imgineers  shall  determine  ^'reacwahi 
whicii  shoidd  me  made.*" 


While  your  Committee  does  not  feel  it  necessaiy  to  set  out 

fully  its  ideas  on  the  subject  of  depreciation,  yet  inasmuch  as 
this  is  destiueil  to  l)c  one  of  the  tieicely  controverted  issues  in 
valuation  we  think  it  is  wise  to  call  to  the  att^tiou  of  the  In- 
terstate Commerce  Commission  the  necesrity  of  seeming  its  data 
in  such  a  ^^  ay  that  a  proper  determination  of  this  issue  shall  not 
be  prejudiced.  We  do  not  believe  that  ultimately  depreciation 
can  be  calculated  exactly  by  mathematical  fonnnla^  and  compu- 
tations. Depreciation  is  a  physical  condition  and  might  be 
broadly  defined,  we  think,  as  the  lessening  of  the  value  of  prop- 
erty fi-om  physical  causes.  It  lias  no  relationship  to  the  lessen- 
ing of  the  value  of  property  from  economic  causes  which  are  un- 
related and  unaffected  by  physical  depreciation.  Two  aspects  of 
depreciation  are  often  confused,  one  an  engineering  question  and 
the  other  a  question  of  accounting.  From  the  engineering  as- 
pect we  get  light  upon  depreciation  by  considmng  it  as  a  etm- 
dition  at  a  given  time  of  a  piece  of  property  as  compared  to  new. 
The  bookkeeping  aspect  has  to  do  with  the  setting  up  of  a  book- 
keeping method  for  the  purpose  of  accumukiting  a  fund  which 
in  a  given  time  on  a  straight  line,  curve  or  other  formula  will 
accumulate  a  certain  amount  of  money.  One  deals  with  a  theo- 
retical condition  the  other  with  actual.  Whenever  an  attempt 
is  made  to  determine  the  reproduction  cost  less  depredation  we 
of  necessity  must  follow  the  condition  per  cent  idea  and  deal 

with  the  actual. 

At  the  threshold  of  this  great  work  it  seems  to  your  Committee 
that  all  confusion  .possible  should  be  avoided.  The  Government 
of  the  United  States  has  started  under  a  Federal  statute  t»  do 
certain  things.  Its  lawfully  constituted  agents  have  been  in- 
structed to  ascertain  certain  facts  upon  the  ascertainment  of 
which  facts  certain  condurions  will  be  reached.  In  a  rate  fixing 
inquirv  certain  equitable  considerations  should  always  he  before 
the  tribunal  empowered  to  act.  Kates  should  be  imposed  which 
as  a  system  will  return  to  the  carrier  an  amount  which  will  pay 
all  the  expenses  of  performing  its  service,  give  it  an  earning 
upon  the  value  of  its  property  and  return  it  a  sufficient  amount 
in  stated  periods  so  that  when  its  property  shall  be  worn  out  in 
the  service  of  the  public  its  capital  shall  have  been  returned  to 
it  The  amount  of  return  of  the  capital  in  any  stated  period 
must  be  such  that  at  the  iroing  out  of  use  of  the  property  the 
owner  shall  be  re-imbursed  therefor.  Starting  with  a  new  prop- 
erty, it  might  weU  be  that  on  a  perfectly  equitable  and  logical 
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basis  of  return  to  the  carrier  suflOdent  to  re-imburse  such  carrier 
for  its  property  when  worn  out,  at  any  particular  time,  there 
might  have  been  returned  in  the  unit  installments  more  ar  less 
than  the  actual  physical  depredation  which  has  taken  place  in 
the  property;  and  it  likewise  might  be  true  that  computations 
made  from  general  data  would  return  to  the  owner  of  one  prop 
erty  the  entire  value  of  such  property  before  it  went  out  of  use, 
while  in  anodier  case  under  dissimilar  physical  conditions  the 
property  might  be  retired  before  its  value  had  been  returned  to 
the  owner.   We  are  fearful  that  very  ottm  we  lose  right  of  the 
result  in  contemplation  of  the  method.    The  determination  of 
depreciation  is  the  result  of  sound  judgment  by  one  in  possession 
of  the  facts  surrounding  the  physical  wmdition  of  the  property 
involved.   Therefore,  we  believe  it  wise  that  the  greatest  care  be 
taken  in  determining  all  of  the  factors  which  enter  into  the  final 
result  and  that  upon  these  factors  the  Commission  with  the  as- 
sistance, of  course,  of  its  competent  aigineers  determine  thia 
question. 

Our  suggestion  is  that  "condition  of  property"  should  be  made 
the  Rublect  of  more  complete  and  definite  instructions  to  the 
engineers. 

e.  Matibuls  and  Supplob  on  Hand. 

No  instructions  are  given  as  to  the  hJindling  of  stores  and 
supplies.  A  great  deal  of  material  will  be  found  alongside  the 
tracks  and  in  material  yards  which  is  not  listed  in  the  companies' 
inventory,  and  which,  if  not  appraised  and  inventoried  while  go- 
ing over  the  line  cannot  be  traced  from  office  records. 

The  compliance  by  the  carriers  with  Cknmnission's  Valuation 
Order  No.  2,  requiring  the  inventory  of  materials  and  supplies, 
will  obviate  most  of  the  difficulties. 

It  seems  also  that  the  condition  of  the  stores  and  supplies 
should  be  recorded  by  the  field  parties. 

d.  Work  Under  Construction. 

Instructions  should  be  givffli  fidd  parties  as  to  proper  method 
for  reporting  work  in  actual  construction  and  in  progreas. 

e.  Valuation  Divisions. 

No  instructions  are  given  parties  as  to  the  segr^tion  of  field 
4iotes  as  to  corporate  ownership,  states,  counties,  municipalitiea, 


12 


▼alnation  sedaons,  main  aad  side  tracks  and  sucli  other  divisions 
and  segregations  as  may  appear  neceasary  or  desirable.  We  as- 
sume that  the  Com^iiission  has  in  mind  such  instructions  as  they 
ar^  of  course,  essentiaL 

f .  iMAsm  Propbity  and  Owned  Piopiixt. 

In  our  opinion  instructions  should  be  given  to  the  field  parties 
to  list  separately  leased  from  owned  properties  so  that  proper 
differentiations  can  be  made. 

g.    SOLIDIB^ICATION  OF  ROAD-BED. 

No  instructions  are  given  for  differentiating  between  seasoned 
and  new  road-bed.   It  seems  that  tMs  shoaM  be  d«ie  as  very 

often  an  appreciation  exists  in  seasoned  road-bed  over  new  road- 
bed. 

h.  BoADS  AND  Trails. 

The  instvoctions,  in  onr  opinion,  should  make  mention  of  how 
the  field  parties  are  expected  to  handle  the  inventory  of  roads  and 
trails  constructed  or  improved  by  railroad  companies  or  con- 
tractors in  connectiwi  with  the  construction  of  new  railways.  In 
one  case  the  California  Commisa^m  found  that  ov«  |700,000 
was  spent  by  a  railroad  prior  to  the  beginning  of  actual  construe- 
tion  in  the  building  of  roads  and  trails  which  were  necessary  to 
enable  the  contractors  to  get  their  force  and  equipment  to  the 
work.  This  important  item  should  be  covered  somewhere  in  the 
instructions. 

i.  Means  of  Tiahspobtation. 

Field  parties  should  be  required  to  make  notes  as  to  the  means 
of  transportation  used  in  connection  with  the  construction  of 
the  road.  This  is  a  similar  suggestion  to  the  last  one  made,  but 
it  should  be  ascertained  on  the  ground  if  possible  whether  roads 
eiisled  at  the  time  of  the.  bci^inning  of  the  construction  or  had  to 
be  constructed. 

}.  Qbnibal  Insikucxions. 

If  it  is  proposed  to  dispose  of  the  important  itom  ''condition 

of  jpToperty"  iu  a  paragraph^  we  would  suggest  that  the  instruc- 
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tions  should  be  more  detailed  and  more  definite.  As  a  basis  for 

discussion  we  surest  the  following  which  is  in  line  with  tlie 
work  done  by  the  California  CoTomittSlon: 

"The  ana^ant  field  engineer  snail  make  notes  of  the  present  general  condition 
of  the  property  as  well  as  the  condition  of  the  units  which  make  up  the  whole. 
He  shall  note  dates  of  manufacture  <ind  installation  of  materials  and  structures, 
repairs  and  renewals  which  should  be  made,  the  extent  of  wear  on  trade  material, 
estimated  age  of  structures  and  materials  where  actual  age  canont  be  determined. 
He  diall  also  note  standard  of  maintenance  in  comparison  with  new  construction, 
and  shall  from  this  data  and  any  other  obtamable  evidence  Tie  may  be  able  to  gather 
in  the  field,  state  what  part  or  percentage  of  the  useful  life  of  the  property,  m  its 
present  service,  yet  remains,  and  what  items  will  have  a  value  when  the  useful 
life  of  the  property  as  a  whole  is  ended.  These  notes  shall  be  complete  ttough 
to  make  it  possible  to  differentiate  between  ftmctiooal  depreciation,  detoyed  nat- 
ural depreciation  and  the  depredaliaa  mkkh  b  oormaBy  takm  care  of  ty  aeasoBd 
repairs  and  renewali." 

8.  First  Teintativb  Dkapp  of  iNsntufynoNs  foe  Buildino 

FiFiLD  Parties. 

These  instructions  appear  to  be  very  complete  and  satisfactory 
and  we  have  no  comments  to  make  thereon. 

9.  FIBST  TE3STATIVE  DllAFT  OF  INSTRUCTIONS  FOR  BRIDGB 

FlBU>  Pahxiks. 

These  instructions  also  appear  ro  be  full  and  satisfactory  and 
your  Committee  lias  no  criticism  to  make  except  again  to  call  at- 
tention to  the  comments  we  have  made  on  abandoned  property 
This  comment  also  applies  to  the  preceding  snbdivisioii. 

10.  CLAfismcAxiON  OF  Investment  in  Road  and  Equ^pmbeit  or 

STBAM  BOAOfi. 

This  classification  of  investment  in  road  and  equipment  snper^ 
sedes  the  classification  of  expenditures  for  road  and  equipment, 
first  revised  issne  effective  July  1,  1907,  with  the  snpplem^ 
thereto  effective  July  1,  1908,  and  also  tiie  classification  of  ec- 
penditures  for  additions  and  betterments,  first  revised  issue  ef- 
fective. Jnly  1,  low.  It  also  supersedes  conflicting  instructions 
contained  in  Acconnting  Bulletin  No.  a 

This  new  classification  differs  so  materially  from  the  older  ac- 
counting instructions  superseded  by  it  that  we  believe  it  is  worthy 
the  careful  consideration  of  this  Association.  We  believe  as  a 
whole  it  is  a  distinct  advance  over  the  oWer  classifications.  Kew 
4icco«nts  have  been  provided  for  investmeiils  in  several  classes 
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of  property  which  under  former  claenifications  were  included  in 
other  acconnts. 

Concise  definitions  and  instructions  appear  in  the  general  in- 
troductory instructions  to.  the  classification  which  if  strictly  fol- 
lowed in  the  ralnatfon  work  will,  in  onr  opinion,  do  away  with 
ninch  confusion  and  clear  up  much  ambiguity  which  mijfht  other* 
wise  exist.  The  terms  "construction,''  "original  road,"  "orig- 
inal equipment,"  "road  extensions,"  "equipment,''  "fixipd  improve- 
ments," "Additions**  and  "hettermenta''  are  clearly  defined.  The 
definition  of  "cost"  merits  special  attention.   It  is  as  follows: 

"Costs  shall  be  actual  monej'  costs  of  the  carrier.  Where  a  portion  of  the 
funds  expended  by  the  carrier  has  been  obtained  through  donations  by  states, 
municipalities,  individuals,  or  others,  no  deductions  on  account  of  such  donations 
shall  be  made  in  stating  the  costs.  Contributions  for  joint  expenditures  should 
not  be  considered  as  donations.  The  carrier's  proportion  only  of  the  cost  of  joint 
projects,  such  as  the  construction  of  jointly  ownecl  tracks  and  elimination  of  high- 
way crossings  at  joint  expense  shall  be  included  in  these  accounts." 

This  definition  is  at  least  amhiguons.  In  assnming  to  treat 
the  question  of  donations  it  is  by  so  much  an  advance  over  the 
old  system.  But  a  careful  analysis  shoAvs  that  this  definition  will 
have  to  he  modified  else  abuses  will  be  possible. 

In  the  elasmfication  of  Income,  Profit  and  Loss  and  General 
Balance  Sheet  Accounts  for  Steam  Roads,  effective  July  1,  1914» 
under  credits  to  "Profit  aud  Loss,"  Account  606— "Donations," 
reada  as  follows: 

"This  account  shall  include  amounts,  creditable  to  surplus^  of  cash  or  its  equiv- 
alent in  estimated  money  value  at  the  time  of  acquisition  of  lands  or  other  property 
donated  by  individuals  or  companies  for  the  construction  or  acquisition  of  property. 
It  shall  also  include  donations  made  by  individuals  and  companies  in  connection 
with  the  construction  of  new  lines  for  the  purpose  of  compensating  the  carrier 
lor  less  anticipated  during  the  early  period  of  operatton." 

Under  this  definition,  a  carrier  which  has  received  a  piece  of 
real  estate,  for  example,  as  a  donation  appraises  such  real  estate, 
chai^^  such  appraised  value  to  capital  account  and  credits  the 
same  amount  to  surplus.  The  net  result  is  that  tile  carrier's  sur- 
plus from  which  dividends  may  be  declared  is  augmented  by  all 
of  such  donations.  At  least  this  is  the  interpretation  that  is 
being  placed  upon  this  account  by  aoeonntanta.  The  net  ^ect, 
in  our  opinion,  of  this  definition  here  considered  and  the  defini- 
tion from  Classification  of  Income,  Profit  and  Loss  and  General 
Balance  Sheet  Accounts  refei'red  to,  upon  the  valuation  work  is 
iUnstrated  as  follows : 
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When  it  is  desired  to  secure  the  cost  under  the  first  definition 
that  cost  will  be  made  up  of  two  elments,  first,  the  money  ac- 
tually expended  by  the  carrier  from  its  own  funds,  and,  second, 
the  money  actually  expended  by  the  carrier  from  cash  donations, 
while  in  the  case  of  a  carrier  which  has  recaved  property  dona- 
tions the  cost  will  appear  to  be  only  the  money  ^p^ided  from 
its  own  funds.  It  may  be  that  taking  all  of  the  accounts  together 
this  ambiguity  is  cured,  but  it  is  the  opinion  of  your  Committee 
that  the  definitiou  we  are  here  discussing  should  be  revised  so 
that  the  cash  equivalent  of  donated  property  shaU  be  indnded  in 
the  sum  which  goes  to  make  up  "cost." 

The  accounts  also  provide  that  in  certain  cases  additions  and 
betterments  may  be  charged  as  operating  expenses.  If  it  is  to 
be  assumed  that  a  company  is  entitled  to  a  return  on  the  fair 
value  of  its  property  and  this  fair  value  is  to  be  effected  by  the 
reproduction  cost,  then  it  would  mean  that  if  any  additicms  and 
betterments  are  charged  as  operating  expenses  and  tha?efoFe  be 
entitled  to  pay  for  them  out  of  earninjrs,  it  would  likewise  have 
the  same  property  items  included  when  a  reproduction  value  is 
made. 

These  new  accounts  are  very  valuable  in  prescribing  the  bases 
of  charges  to  be  shown  in  the  carriers'  accounts.  We  believe 
that  all  charges  on  the  liooks  of  the  carrier  should  be  based  on 
actual  cost  in  money  or  proper  appraised  value  of  donations  at 
the  time  of  their  receipt  aud  not  on  any  fictitious  values  of  mere 
intercorporate  and  book  transactions.  These  accounts  quite 
properly  provide  that  the  money  value  of  a  consideration  given 
by  a  carrier  for  property  when  such  consideration  is  not  in  mon^ 
shall  be  charged  and  the  actual  consideration  described  in  tne 
record  in  sufficient  detail  to  identify  it.  This  requirement  is  of 
special  importance  in  connection  with  the  cost  of  tranie^<Mrtation 
which  is  destined  to  be  one  of  the  very  important  controverted 
pointi*  in  these  valuations.  Although  it  has  been  the  practice 
of  the  carriers  to  transport  company  materials  at  estimated  cost, 
yet  now  it  is  being  insisted  that  comm«cial  freight  rates  should 
apply. 

This  question  is  one  of  profound  importance  and  we  suggest 
the  propriety  of  this  Association  carefully  considering  it 

11.  Inventory  and  Appraisal  Forms. 

It  appears  that  the  Commission  has  Uins  far  issued  42  ap- 
praisal forms  covering  26  of  the  accounts  corresponding  to  the 
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new  classification  of  investment  in  road  and  equipment  of  steam 
road^B.  It  is  necessarily  impossible  to  discuss  in  detail  these 
▼arions  forms.  We  suggest,  kowever,  tliat  the  adoption  of  gen- 
eral forms,  such  as  the  Commission's  tonus  Nos.  8  and  9,  while 
they  will  simplify  clerical  and  office  Avork,  will  not  be  in  the  in- 
terest of  accuracy  as  a  whole.  The  more  that  is  left  to  the  dis- 
cretion of  the  indlTidual  apprtisaw  the  less  uniformity  will  re- 
sult. Definite  instructions  should  be  given  in  all  cases  Where 
possible  to  the  end  that  uniformity  shall  result.  The  more  gen- 
eral the  terms  the  less  accurate  the  information. 

Certain  general  comments  we  think  properly  should  be  made. 

The  forms  call  for  entries  in  three  columns  headed  "Ori.c^inal 
Cost  to  Date,"  "Cost  of  Reproduction  New"  and  "Cost  of  Re- 
production less  Depreciation."  Before  any  intellispnt  entries 
can  be  made  in  these  columns  it  is  absolutely  essential  that  the 
definition  of  these  three  terms  be  0ven,  and  no  si>ecific  definitions 
have  been  given  to  the  engineers  so  far  as  our  information  goes  of 
these  terms.  It  is  necessary  to  suggest  that  <m  these  definitions 
the  entire  value  of  the  valuation  work  may  depend.  We  assume 
the  term  "Original  Cost  to  Date"  is  intended  to  agree  with  the 
gen»«l  instructions  in  the  new  classification  of  investment  in 
road  and  equipment  of  steam  roads,  as  defined  on  pages  9  t/>  14. 
There  is  nothing  in  the  valuation  forms,  however,  to  confirm  such 
an  understanding.  As  the  forms  stand  it  is  possible  to  interpret 
tiie  term  "Original  Cost  to  Date"  as  intended  to  cover  the  orig- 
inal cost  plus  all  additions,  betterments  and  maintenance 
charges.  Unless  specific  instructions  are  given  to  those  making 
the  appraisal  there  is  danger  that  these  terms  shall  be  so  inter- 
preted. 

A  clean  cut  definition  of  the  term  "cost  of  reproduction  new" 
is  just  as  essential.  As  the  term  stands  it  is  not  clear,  for  in- 
stance, whether  a.  company  which  has  second-hand  rails  in  its 
tracks  should  show  those  rails  in  this  column  at  the  reproduction 
cost  of  second-hand  rails  or  new  rails.  We  assume  that  what  is 
desired  to  bo  ascertained  is  the  cost  to  reproduce  an  item  of  prop- 
ertv  in  the  condition  in  whi<^  it  was  acquired,  but  this  is  not 
made  plain  in  the  form. 

In  the  valuation  work  of  some  of  the  commissions,  these  terras 
have  heeaa.  defined  with  some  care.  The  California  Commission 
has  adopted  definitions  which  are  adhered  to  in  all  valuation 
cases.  While  not  contending  that  these  definitions  are  the  best 
than  can  be  had,  for  the  purpose -of  giving  a  basis  for  discussion 
we  submit  them.  These  definitions  are  as  follows^ 
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The  term  'original  cost'  means  the  original  book  cost  and  is  defined  as  the 
actual  expenditures  chargeable  to  capital  account  in  accordance  with  the  Interstate 

Commerce  Commission's  classifications,  in  cash  or  its  equivalent  in  terms  of  cash, 
by  the  public  utility  for  its  operative  property  as  of  tlie  date  of  the  valuation." 

"The  term  'reproduction  cost'  is  defined  as  the  .estimated  cost  in  cash  of  acquiring 
the  operative  right  of  way  and  other  operative  real  estate  and  of  reproducing,  in 
the  eonditidn  in  which  it  was  acquired,  the  other  physical  property  of  the  public 
utility  as  of  the  date  of  the  valuation;  to  which  are  added  overhead  expenditures 
for  engineering,  law,  interest  and  other  similar  items!" 

"The  term  'reproduction  cost  lens  depreciation'  is  defined  as  the  reproduction  cost 
less  the  dimmution  in  the  value  of  the  physical  elements  of  the  property  due  to 
use,  age,  obsolescence,  inadequacy  and  other  causes,  this  diminution  being  called 
'depreciation,'  and  plus  the  increase  in  the  value  of  the  physical  elements  of  the 
property  due  to  age  and  other  causes,  this  increase  being  called  'appreciation.* " 

It  is  worthy  of  note  that  nowhere  in  the  Interstate  Commerce 
Commission's  valuation  forms  is  there  made  any  pi'o\'ision  to 
show  allowanc(*s  in  the  ''reprodnction  cost''  and  the  "reproduc- 
tion cost  less  depm?iati<m"  for  continf^encies.  We  think  that 
this  should  be  taken  care  of  in  some  manner. 

12.  Valuation  Fiblo  Wobk, 

The  Govenunent  has  organized  a  number  of  field  parties  which 
are  now  at  woik  on  several  railroads  throughout  the  United 
States.  The  field  notes  of  these  parties  are  being  furnished  to 
the  carriers  whose  properties  are  being  inventoried.  When  this 
arrangement  was  discussed  before  the  Valuation  Board  in  Wash- 
ington, the  representatives  of  this  Association  suggested  the  ad- 
visability of  the  Interstate  Commerce  Commission  furnishing 
vopies  of  its  field  notes  to  the  state  commissions,  in  whose  terri- 
tory the  Government's  work  was  being  done.  No  definite  con- 
clusions were  reached  and  the  Government  is  not  now  furnidung 
this  information  to  the  states. 

The  Valuation  Act  requires  that  whenever  the  Commission 
shall  have  completed  the  tentative  valuation  of  the  property  of 
any  common  carrier,  and  before  such  valuation  shall  become 
final,  the  Commission  shall  give  notice  among  others  to  the 
governor  of  any  state  iu  which  the  property  so  valued  is  located, 
stating  the  value  placed  upon  the  several  classes  of  property  of 
said  carrier,  and  shall  allow  30  days  within  which  to  file  prot«erf» 
of  such  valnation  with  the  Commission.  If  no  protest  is  filed 
within  the  time  allowerl,  such  valuation  shall  become  final  as  of 
the  date  thereof.  It  will  readily  appear  that  it  is  impossible 
even  to  make  the  most  cursory  examination  of  the  underlying 
dfltq  of  any  laige  valuntion  within  the  30  days  allowed  I»y  the 
Act,   We  have  no  doubt  that  some,  if  not  all,  of  the  states  before 
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accepting  the  Interstate  C<»mmerce  Commission's  results  as  final 
will  desire  to  make  a  very  careful  study  of  such  valuations.  We 
mggegfi  tliat  it  would  be  a  very  great  aid  to  the  states  involved 
if  copies  of  the  field  notes  were  faniisbed  to  the  represaitativea 
o£  the  states  a&  well  as  to  the  carriers. 

13.  TBI  WOKK  DOKfi  Bl^  THB  GABBISBS  THROUGH  THE  FEESI- 

DENTS'  Conference  Commhtbe. 

A  large  committee  representing  railroad  interests  has  been 
lormed,  called  the  Presidents'  Conference  Committee.  This  Com- 
nuttee  is  divided  into  three  groups— the  eastern,  western  and 
southern  groups — ^with  counsel,  engineering  committees,  a  gener- 
al secretary,  and  permanent  group  of  engineers,  equipment  of- 
ficers, a  land  eonunittee,  and  committee  on  the  preparation  of 
financial  histories  and  accounts.   This  committee,  shortly  after 
the  instructions  to  field  and  governnftnt  parties  were  issued, 
gave  out  its  own  field  instructions  to  the  railroad  field  parties 
and  the  ''pilots''  accompanying  the  government  field  parties. 
These  instructions  are  in  considerably  greater  detail  than  those 
issued  by  the  Government.    Instructions  to  office  and  field  en- 
ginecan  and  all  other  interested  parties  relative  to  the  study  of 
hidden  and  extraordinary  quantities  and  of  special  featnres  of 
construction  not  visible  in  the  field  inspection  have  been  compiled 
in  the  most  exhaustive  and  detailed  form  and  sent  to  all  carriers 
in  tiie  United  i^tates  with  the  recommendation  that  each  com- 
pany issue  general  instructions  and  orders  to  all  of  its  employees 
on  these  subjects. 

The  committee  has  also  compiled  a  large  number  of  cost  data 
collection  forms.  These  are  compiled  in  accordance  with  the 
Interstate  Commerce  Commission's  Classification  for  Boad  and 
Equipment  Accounts,  and  enumerate  every  possible  item  of  cost 
and  valtie  that  may  be  considered  in  valuation  work. 

One  of  the  most  interesting  documents  issned  by  the  Preai- 
dents'  Conference  is  that  entitled,  "Instructions  to  Office  and 
Field  Engineers  and  all  Other  Interested  Parties  Relative  to  the 
Rtndy  of  Hidden  and  Extraordinary  Quantities  and  Special 
Features  of  Construction  not  Visible  on  Field  Inspection."  In 
this  the  committee  points  out  several  hunrlred  "invisible  and 
hidden"  items  of  construction  and  expense.  Some  of  these. are 
as  follows:  Extra  watchman;  switch  tenders;  signal  men  em- 
ployed during  construction;  buildings,  bridges  or  structures 
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moved  or  torn  down  during  coustrnction;  effects  of  erosion; 
special  assessments  against  wasliouts,  landslides,  fires,  wi-ecks, 
injuries  to  persons  during  construction;  equipment  lost  or  de- 
stroyed during  construction;  new  lines  or  ftructures  begun  or 
not  completed ;  construction  of  improvements  on  which  work  was 
suspended  and  then  resumed;  temporary  leases  of  property  to 
permit  of  construction;  temporary  yards  for  storage  of  con- 
struction material ;  snow  sheds  taken  down  and  abandoned. 

We  merely  call  attention  to  the  activity  of  the  Presidents' 
Conference  to  show  the- importance  which  is  attached  to  this 
valuation  work  by  the  roads  themselves.  It  may  be  well  expected 
that  nothing  will  be  left  undone  by  the  repreaentatives  of  these 
great  enterprises  to  bring  about  a  valuation  as  favorable  to  their 
contentions  as  is  possible.  We  have  already  referred  to  the  con- 
tention of  the  carriei-s  with  reference  to  depreciation  and  also 
with  reference  to  transportation  charges  of  men  and  material. 
It  cannot  be  doubted  that  the  alert  aud  intelligent  representa- 
tives of  the  roads  will  see  to  it  that  every  fact  favorable  to  their 
properties  is  given  due  prominence.  It  is  plainly  apparent  that 
the  carriers  do  not  consider  that  the  effect  of  this  valuation  work 
will  be  seen  alone  in  rates  but  it  is  also  quite  likely  that  a  basis 
of  valuation  for  possible  sales  to  the  Government  may  be  con- 
templated. 

In  making  up  this  report  your  Committee  has  been  handicap- 
ped by  lack  of  time  at  the  disposal  of  its  members  and  likewise 
by  its  inability  to  get  together  and  discnss  important  qnestions 
involved.  We  have  limited  its  scope  purposely  to  what  may  be 
called  merely  an  analysis  of  what  has  been  done  rather  than  an 
attempt  to  criticize  with  gieat  care  the  work  accomplished.  In 
this  we  have  felt  that  we  were  complying  with  the  desires  of  the 
Executive  Committee.  We  understand  that  quite  recently  the 
Valuation  Board  has  revised  some  of  its  forms  and  has  adopted 
many  improvements  in  these  methods.  These  changes  are  of  too 
recent  date  to  be  available  for  this  analysis.  We  have  outlined 
what  we  think  some  of  the  problems  to  be  more  that  discnssion 
might  be  provoked  with  its  attendant  benefits  than  that  any- 
thing should  be  finally  settled.  We  realize  that  this  work  is  in 
good  hands  and  we  also  realize  that  the  Gommiasion  and  those 
in  charge  of  its  Valuation  Division  must  reach  arithmetical  re- 
aults  and  that  any  discussion  of  fundamental  theories  does  not 
dispense  with  the  necessity  of  reaching  conclusions  which  must 
be  numerically  expressed 
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The  question  of  depreciation  and  tbe  controveinsy  orer  "condi- 
tional per  cent,*'  tlie  proper  treatment  of  abandoned  property, 
the  dispositiou  of  donations,  the  proper  charge  for  the  transpor- 
tation of  men  and  materials,  the  correct  definition  of  the  vai  ious 
engineering  terms,  such  as  "cost  of  reproduction,"  etc.,  are  mai« 
ters  that  cannot  be  decided  in  any  off-hand  way.   The  members 
of  your  Committee  have  their  individual  opinions  on  these  mat- 
ters which  will  be  expressed  when  this  and  the  report  of  the 
Valuation  Committee  are  considered.    We  respectfully  suggest 
that  the  reports  of  these  two  committees  be  considered  together. 
We  make  no  positive  recommendations  because  we  do  not  believe 
it  is  within  our  province  so  to  do.  The  Interstate  Commerce  Com- 
mission has  indicated  its  willingness  and  desire  to  consult  with 
this  Association  and  the  various  state  commissions  in  this  tre- 
mendously important  work,  but  in  the  final  analysis  the  Inter- 
state Commerce  Commission  is  the  one  to  decide  and  not  this  Asso- 
ciation. We  do  believe,  however,  that  the  interests  of  the  several 
states  is  at  least  as  great,  if  not  as  direct,  as  the  interest  of  the 
carriers  and  we  commend  the  work  of  the  Advisory  Committee 
on  Valuation  and  believe  that  this  committee  should  he 
continued  and  that  it  should  keep  in  close  touch  with  the  work  of 
valuation  as  it  proceeds  to  the  end  that  the  states  may  be  suf- 
ficientlv  informed  to  make  intelligent  objections  to  any  findings 
made  by  the  Commission,  as  is  allowed  by  law,  when  such  find- 
ings are  announced  and  to  lend  advice  from  time  to  time  as  the 

work  progresses. 

Further  than  this  we  make  no  recommendations,  other  than  that 
the  work  of  the  states  and  the  advisory  committee  representing 
such  states  should  be  prosecuted  in  the  most  friendly  and  co- 
operative spirit  and  not  mth  any  attitude  of  antagonism.  We 
believe  that  those  framing  the  statute  under  which  alone  the 
Commission  can  act  were  not  as  well  informed  on  the  problems 
to  be  met  as  might  have  been  desirable,  and  we  suggest  the  neces- 
sity of  a  study  of  the  statute  both  by  the  representatives  of  the 
states  and  the  Interstate  Commerce  Commission  with  a  view  to 
such  recommendations  to  Congress  by  way  of  i?ng2ested  amond- 
ments  as  we  believe  will  be  found  imperative  as  tho  vrork  pro- 
ceeds.  It  is  our  belief  that  the  work  mapped  out  in  the  statute 
is  impossible  to  be  accomplished  in  its  entirety,  but  we  further 
believe,  proceedina'  updcr  this  statute,  the  Interstate  Commerce 
Commission  will  develon  the  difficulties  of  the  plan.   While  we 
are  not  pessimistic  as  to  the  value  of  this  work,  still  we  believe 
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it  will  not  meet  with  the  expectations  of  those  who  framed  the 
statute  under  which  the  work  was  undertaken.  And  we  most 
strongly  urge  the  necessity,  lx)th  on  the  part  of  the  Interstate 
Commerce  Commission  and  the  states,  (tf  being  awake  to  the 
program  of  the  carriers  involved  to  lay  a  foundation  for  pro- 
ceedings in  court  which  may  ultimately  vitally  afifect  both  reg- 
ulation, while  regulation  exists,  and  public  ownerdiip  should  the 
Government  find  it  necesssary  to  enter  into  the  ownership  of 
the  railroads  of  this  country.  The  owners  are  entitled,  while 
private  ownership  exists,  to  fair  treatment  and  a  reasonable  earn- 
ing, and  if  tiie  railroads  shall  become  the  sabject  of  purchase  or 
condemnation  they  are  likewise  entitled  to  a  fair  price  for  their 
properties.  But  there  ace  manv  contentions  now  uniformly  ad- 
vanced by  the  carriers  which,  in  our  opinion,  are  unfair  to  the 
pnbUe  and  which  mnst  be  intelligently  me^  by  the  representa- 
tives of  the  public.  If  this  is  not  done  Inevitably  the  great  in- 
telligence together  with  the  preparedness  of  the  representatives 
of  these  many  millions  will  in  our  opinion  unquestionably  lead 
to  a  final  deti»rminatioii  of  this  valuation  inquiry  detrimental  to 
the  public  and  unduly  beneficial  to  the  carriers. 

Respectfully  submitted, 

JOHN  M.  ESHLEMAN, 

Caiairmau. 
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